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DEVALUATION 


What  Does  Devaluation  of  the  Pound  Mean? 

Before  devaluation  the  official  exchange  rate  between 
the  pound  sterling  and  the  US  dollar  was  £1  =  $2.80. 
Looking  at  the  exchange  the  other  way  round,  $1  was 
worth  about  7s.  2d.  After  devaluation  £1  was  worth 
$2.40  (a  drop  of  14.3  per  cent)  and  $1  was  worth  8s.  4d. 
(a  rise  of  16.7  per  cent).  What  does  it  mean  to  say  that 
£1  is  “  worth  ”  so  many  dollars? 

Currency — pounds,  dollars  or  francs — can,  like  other 
things  only  be  bought  or  sold  by  exchanging  it  for  some¬ 
thing  else.  We  sell  pounds  when  we  buy  goods.  Normally 
however,  when  people  talk  of  selling  pounds  they  are 
talking  of  exchanging  them  for  other  currencies,  or  for 
gold. 

A  British  company  exporting  goods  to  another  country, 
say  America,  will  normally  want  to  be  paid  in  pounds. 
In  order  to  pay  the  British  company  the  American  im¬ 
porter  of  the  goods  will  have  to  ask  his  bank  to  exchange 
some  of  the  dollars  in  his  account  into  pounds.  Simi¬ 
larly  a  British  firm  importing  goods  from  America  will 
have  to  get  its  pounds  exchanged  into  dollars  in  order  to 
pay.  These  exchanges  are  carried  out  on  the  foreign 
exchange  market  at  the  official  rate. 
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So  much  for  the  individual  trader.  So  far  as  the 
country  is  concerned,  foreign  trade  of  course  affects  its 
reserves  (see  below). 

What  is  Meant  by  Pressure  on  the  Pound? 

If  Britain’s  outgoing  and  incoming  payments  with  the 
rest  of  the  world  were  to  balance  exactly,  the  value  of 
the  pounds  offered  for  sale  on  the  foreign  exchange 
market  would  be  equal  to  the  value  of  dollars  and  other 
foreign  currencies.  Let  us  simplify  for  a  moment  by 
taking  the  American  dollar  to  stand  for  all  other  curren¬ 
cies.  Then  if  there  is  a  deficit  in  our  balance  of  pay¬ 
ments,  and  outgoing  payments  are  tending  to  run  ahead 
of  incoming  payments,  the  pounds  offered  for  sale  (to 
buy  dollars)  will  tend  to  be  more  than  the  offers  of 
dollars  (to  buy  pounds).  With  dollars  in  short  supply 
their  value  will  tend  to  rise,  while  the  surplus  of  pounds 
on  offer  will  lead  to  a  fall  in  the  value  of  pounds.  This 
will  be  the  result  of  a  British  payments  deficit.  A  British 
payments  surplus  would  show  up  in  the  strengthening  of 
the  rate — the  pound  would  buy  more  dollars. 

Under  the  present  system  of  fixed  exchange  rates,  the 
Bank  of  England  may  not  allow  fluctuations  in  the  rate 
of  exchange  to  exceed  one  per  cent  on  either  side  of  the 
fixed  parity  of  $2.40  ~  £1.  This  means  that  the  Bank 
must  stop  the  pound  falling  below  $2.38  or  rising  above 
$2.42.  For  this  purpose  the  Bank  uses  the  official  reserves 
of  gold  and  foreign  currencies;  the  main  foreign  currency 
held  is  in  fact  dollars,  and  more  dollars  can  be  Obtained 
if  required  by  selling  gold  to  the  American  authorities. 
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If  there  is  a  British  payments  deficit  and  the  value  of 
the  pound  is  tending  to  fall  towards  the  lower  limit  of 
$2.38,  the  Bank  can  intervene  in  the  market  offering  to 
buy  pounds  at,  say  $2,381.  All  those  firms  wanting  to 
dispose  of  pounds  can  therefore  obtain  dollars  at  this 
rate  and  the  pound  will  not  fall  below  it.  The  Bank 
is  then  maintaining  the  exchange  rate  of  the  pound  by 
using  up  dollars  from  the  official  reserves.  But  if  the 
balance  of  payments  deficit  is  very  large,  the  reserves  may 
not  suffice  to  maintain  the  official  exchange  rate  of  the 
pound.  There  is  then  no  alternative  but  to  devalue  the 
pound  to  a  lower  rate  in  terms  of  dollars — unless  the 
reserves  can  be  replenished  by  borrowing. 

The  balance  of  payments,  of  course,  is  not  made  up 
only  of  exports  and  imports.  In  only  2  years  since  1952 
have  our  exports  paid  for  our  imports — the  deficit  has 
normally  been  £100-£200  million  and  in  1964  over  £500 
million.  But  profits  on  shipping  and  other  services,  and 
net  dividends  from  abroad  have  more  than  covered  the 
deficit.  Two  other  factors  have  come  in  however:  private 
investment  abroad — about  £150m.  in  most  years — and 
government  spending  abroad.  Net  overseas  military 
spending  grew  from  £12m.  in  1952  to  £272m,  in  1966. 

In  1961,  and  again  in  1964,  and  on  several  occasions 
since  then,  the  Bank  of  England  did  avoid  devaluation 
by  borrowing  from  abroad.  By  the  beginning  of  Novem¬ 
ber,  1967,  it  was  apparent  that  there  would  be  a  deficit 
in  the  balance  of  payments — a  deficit  which  might  be  as 
much  as  £200-£300m.  instead  of  the  surplus  which  had 
been  forecast.  However,  the  official  reserves  were  about 
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£l,000m.  so  that  the  Bank  of  England  should  have  been 
able  to  supply  the  market  with  the  necessary  sterling, 
without  even  needing  to  borrow  from  abroad.  Why,  then, 
did  the  Government  devalue?  To  answer  this,  we  must 
go  into  the  question  of  the  “sterling  balances 

Why  is  the  Pound  so  Vulnerable  to  Speculation? 

Pressure  on  the  pound  has  not  only  come  from  a 
deficit  in  the  current  balance  of  payments  arising  from 
trade  and  other  activities  such  as  shipping  and  tourism. 
It  has  also  repeatedly  come  in  the  past  few  years  from 
large-scale  speculative  selling  of  sterling.  The  possibility 
of  these  speculative  attacks  arises  from  the  huge  sterling 
balances  held  in  London  by  foreign  and  Commonwealth 
banks  and  traders  which  amounted  in  mid-1967  to  about 
£4,500m.  These  sterling  balances  take  various  forms  such 
as  deposits  with  British  banks,  holdings  of  government 
securities  or  loans  to  local  authorities,  but  they  all  have 
one  feature  in  couimon,  namely,  that  they  can  be  with¬ 
drawn  at  short  notice.  The  foreign  owners  of  these 
sterling  balances  are  free  to  convert  them  into  dollars  or 
francs  or  any  other  currency  at  any  time  they  wish. 

The  Bank  of  England’s  reserves  of  gold  and  foreign 
currencies  were  only  about  £l,000m.  in  mid-1967.  Short¬ 
term  debts  to  foreigners  were  about  four  times  as  great 
as  the  reserves,  and  the  ratio  of  4  to  1  has  prevailed  for 
most  of  the  period  since  the  war.  It  follows  that  if 
foreigners  start  selling  pounds  on  a  big  scale,  the  reserves 
cannot  last  long,  unless  they  are  replenished  by  loans  of 
dollars  and  other  foreign  currencies  from  abroad. 
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The  existence  of  these  foreign-owned  balances  explains 
why  the  pound  has  been  so  vulnerable  to  speculative 
attacks  in  recent  years.  If  there  is  bad  news  about  the 
balance  of  trade,  foreign  holders  of  short-term  funds  in 
London  become  uneasy,  fearing  that  the  pound  may  be 
devalued  and  that  they  will  make  a  serious  loss.  A 
devaluation  of  20  per  cent  means  that  the  value  of  all 
sterling  balances  is  cut  by  20  per  cent.  To  the  extent 
that  they  withdraw  money  from  London,  and  the  pound 
begins  to  fall  towards  its  lower  limit  ($2.78  before  de¬ 
valuation),  they  bring  the  threat  of  devaluation  nearer, 
and  the  decline  of  confidence  in  the  pound  grows. 

This  process  engenders  pure  speculation  against  the 
pound.  Speculators  can  sell  sterling  “  forward  ”,  i.e. 
undertake  to  sell  it  in,  say,  a  month’s  time  at  the  existing 
exchange  rate,  in  the  hopes  that  the  pound  will  be  de¬ 
valued  in  the  meantime  and  that  they  can  buy  the 
required  sterling  at  the  lower  rate;  and  this  form  of 
speculation  can  be  done  with  money  borrowed  for  the 
purpose.  Many  speculators,  both  British  and  foreign,  did 
in  fact  make  a  profit  in  this  way  out  of  the  recent  de¬ 
valuation,  though  it  was  less  than  the  full  14  per  cent  for 
various  technical  reasons  (cost  of  borrowing,  etc.). 

The  City  of  London  cannot  complain  when  foreigners 
withdraw  their  money  from  London  and  speculation 
begins.  In  its  capacity  as  a  world  banker  it  has  done  all 
in  its  power  to  persuade  them  to  leave  their  money  on 
deposit  in  the  London  banks  and  other  financial  institu¬ 
tions  which  make  good  profits  out  of  handling  other 
people’s  money.  If  foreigners  begin  to  feel  that  the  high 
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rates  of  interest  they  have  been  able  to  get  in  London, 
which  have  recently  been  higher  than  those  paid  in  any 
other  major  financial  centre,  no  longer  compensate  for 
the  risk  of  loss  through  devaluation,  they  are  entitled  to 
withdraw  and  it  is  all  part  of  the  system. 

The  disadvantage  of  being  an  international  banker  is 
that  when  Britain’s  balance  of  payments  is  in  the  red  the 
measures  taken  by  the  Government  have  to  be  decided, 
not  solely  by  what  is  good  for  the  economy,  but  by  what 
the  foreign  holders  of  sterling  think  is  good  for  the 
economy.  They  tend  to  think  like  bankers — ^that  when 
anything  is  wrong  it  can  be  put  right  by  deflation  and 
credit  squeeze  and  by  the  curbing  of  wages  and  govern¬ 
ment  spending.  Moreover  they  are  liable  to  take  fright 
and  lose  confidence  in  the  pound  even  when  there  are 
no  objective  facts  justifying  this  (as  for  example  in 
August,  1965).  Or  a  minor  setback,  such  as  the  effect  of 
a  strike  on  the  trade  figures  for  a  single  month,  can 
precipitate  a  panic  and  cause  the  Government  to  take  in 
a  hurry  much  severer  measures  than  might  otherwise  be 
needed.  When  asked  in  a  television  interview  on  Novem¬ 
ber  23rd  what  the  Government’s  biggest  mistake  had 
been  in  the  management  of  the  economy  and  sterling 
during  the  last  three  years,  Mr.  Wilson  said  it  was: 

“  underrating  the  power  of  speculators  at  home  and  abroad, 
even  when  the  balance  of  payments  was  improving  as  it 
was  last  year,  to  put  the  pound  in  jeopardy  and  to  force  the 
Government  into  short-term  measures  which  were  injurious 
to  Britain”.  {Times,  24.11.67.) 

The  drastic  deflationary  measures  of  July  20th,  1966, 
inaugurating  the  wage  and  price  freeze,  were  the  response 
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of  the  Government  to  a  period  of  two-and-a-half  weeks 
during  which  sterling  had  been  under  severe  pressure 
from  speculative  selling.  So  also  the  sale  of  sterling  on 
a  very  large  scale  created  the  crisis  leading  up  to  de¬ 
valuation.  We  do  not  yet  know  how  much  sterling  was 
sold  in  the  two  months  preceding  devaluation  on  Novem¬ 
ber  18th — it  may  have  been  between  £500m.  and  £l,000m. 
It  was  the  existence  of  the  huge  sterling  balances,  to¬ 
gether  with  the  freedom  accorded  to  their  holders  to  sell 
and  to  speculate,  that  created  the  conditions  for  the  crisis 
and  thereby,  in  large  measure,  the  crisis  itself. 

What  is  the  Purpose  of  Devaluation? 

It  is  intended  to  improve  the  balance  of  trade  by 
altering  the  relation  between  the  prices  of  imports  and 
exports  on  the  one  hand,  and  wages  and  salaries  on  the 
other.  Foreigners  have  to  be  paid  in  their  own  curren¬ 
cies  for  any  goods  we  buy  from  them.  We  now  have  to 
pay  16.7  per  cent  more  in  pounds  for  all  our  imports 
(except  for  those  imports  coming  from  countries  like  New 
Zealand  and  the  Irish  Republic  which  have  devalued  their 
currencies  as  much  or  more  than  the  pound),  and  the 
prices  of  imported  goods  will  rise.  Assuming  that  wages 
remain  unchanged,  or  at  any  rate  do  not  rise  as  much  as 
the  rise  in  prices,  people  will  not  be  able  to  afford  to  buy 
as  many  imported  goods  as  before.  Similarly,  manufac¬ 
turers  will  tend  to  switch  some  of  their  purchases  from 
foreign  materials  and  machines  to  the  cheaper  home- 
produced  products  (which,  again,  will  only  remain  cheaper 
so  long  as  wages  do  not  rise  much).  In  this  way  the 
value  of  imports  will  fall  and  our  balance  of  trade — 
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the  difference  between  exports  and  imports — will  improve. 

Devaluation  is  also  intended  to  reduce  the  price  of 
exports  to  enable  a  greater  quantity  to  be  sold.  An  ex¬ 
porting  company  which  continues  to  sell  its  goods  abroad 
at  the  same  prices  in  terms  of  foreign  currencies  as  it 
did  before  devaluation,  will  receive  16.7  per  cent  more 
pounds  than  before  for  the  same  quantity  of  goods. 
Again  assuming  that  wages  do  not  rise  the  company’s 
profits  from  its  exports  will  increase  very  substantially. 
The  company  will  be  stimulated  to  try  to  sell  more 
exports  at  the  same  prices  or,  more  probably,  will 
be  able  to  reduce  its  prices  in  order  to  sell  a  much  greater 
quantity  at  an  improved  profit  margin;  either  way  its 
profits  will  rise.  And  since  exporting  has  become  much 
more  profitable,  there  is  likely  to  be  a  big  increase  in 
the  value  of  our  exports.  (This  can  only  be  achieved,  of 
course,  by  an  even  bigger  increase  in  the  quantity  of  our 
exports  as  their  average  price  will  be  lower  than  before.) 
Companies  which  depend  on  imported  materials  will  lose 
some  of  the  benefit  of  devaluation  through  having  to  pay 
more  for  these  materials. 

Thus,  devaluation  is  designed  to  curb  imports  and  to 
increase  exports.  If  the  value  of  imports  is  sufficiently 
cut  down,  and  the  value  of  exports  sufficiently  increased, 
the  existing  deficit  in  our  balance  of  trade  should  be 
converted  into  a  surplus. 

This  is  the  way  devaluation  is  intended  to  affect  the 
balance  of  payments  (always  assuming  that  wages  do  not 
rise  too  much).  From  the  point  of  view  of  the  standard 
of  living  devaluation  means  that,  in  order  to  import  a 
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given  physical  quantity  of  goods,  we  now  have  to  export 
a  larger  quantity  of  exports  than  before.  The  products 
of  our  labour  have  become  cheaper — been  devalued — in 
relation  to  the  products  of  the  labour  of  other  countries. 
The  object  is  to  achieve  a  rapid  and  large-scale  shift  of 
resources  from  home  consumption  into  exports,  at  the 
expense  of  the  standard  of  living  of  the  British  people. 
As  Mr.  Callaghan  put  it  on  July  24th,  1967,  when  he  was 
arguing  against  devaluation: 

“  The  logical  purpose  of  devaluation  is  a  reduction  in  the 
standard  of  life  at  home.  If  it  does  not  mean  that,  it  does 
not  mean  anything,  because  if  it  does  not  result  in  wages 
being  held  back,  or  if  wages  cannot  be  held  back,  and  if 
one  reinflates  at  the  same  time  as  one  devalues,  one  loses 
any  arguable  benefit  of  devaluation.” 

However,  a  qualification  is  needed.  In  so  far  as  the 
additional  exports  come  from  resources  which  are  at 
present  unused  and  from  men  at  present  unemployed,  or 
from  increased  productivity,  there  does  not  have  to  be  a 
reduction  in  the  standard  of  living.  In  so  far  as  exports 
are  provided  in  this  way,  people  simply  have  to  forego 
the  increase  in  consumption  that  they  would  otherwise 
have  got  from  the  increase  in  total  output. 


What  Other  Measures  Were  Taken  Along  With  Devalua¬ 
tion  and  How  Are  They  Meant  to  Work? 

The  whole  devaluation  “  package  ”  is  intended  to  take 
£500m.  from  private  consumption  and  public  spending 
and  shift  it  into  exports.  The  cut  in  private  consumption 
will  come  from  the  stiffening  of  hire-purchase  terms  for 
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cars,  from  the  rise  in  bank  rate  to  8  per  cent  and  clamp 
on  bank  overdrafts  except  for  exporters,  and  (it  is  hoped) 
from  not  allowing  wages  to  rise  as  fast  as  prices. 

Mr.  Wilson,  in  his  first  broadcast,  said  that  price  rises 
resulting  from  devaluation  must  not  be  “  used  as  an 
excuse  for  excessive  wage  demands  ”.  Mr.  Callaghan,  in 
his  statement  in  the  House  on  November  20th,  said  that 
the  benefits  of  devaluation  “  could  all  be  dissipated  if  the 
inevitable  rise  in  prices  were  matched  by  a  general  in¬ 
crease  in  wage  rates  ”. 

The  cuts  in  public  expenditure  are  to  come  from  de¬ 
fence  (£103m.)  and  from  other  public  spending  including 
nationalised  industries’  investment  (£100m.).  Of  the 
defence  cuts,  £75m.  will  be  found  by  delaying  purchases 
to  a  later  year,  £28m.  by  specific  cancellations  including 
the  scheme  to  build  an  RAF  base  at  the  Indian  ocean 
island  of  Aldabra,  a  refit  for  the  aircraft  carrier 
Victorious  and  some  aircraft  purchases  (not  the  F-111 
or  Phantom).  The  savings  will,  however,  be  offset  by 
£15-£20m.  extra  cost  for  equipment  (aircraft  and  missiles) 
bought  overseas,  £15-£30m.  additional  costs  for  stationing 
troops  overseas  and  “a  few  million”  cancellation  charges. 
The  Other  public  expenditure  cuts  have  not  been  worked 
out  yet  but  will  not  touch  social  services. 

The  Government  will  take  steps,  at  the  right  time,  “  to 
protect  the  most  vulnerable  sections  of  the  community 
from  hardship  ”  by  non-inflationary  means,  i.e.  by  raising 
the  money  from  other  sections. 

Finally  the  government  asked  for  large  credits  (about 
$3, 000m.)  to  discourage  any  further  speculation  (the  part 
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of  this  that  comes  from  the  International  Monetary  Fund 
involves  some  “  supervision  ”  of  the  economy).  The  rise 
in  bank  rate  was  intended  to  attract  foreign  money  as 
well  as  to  cut  spending  at  home  and  will  probably  be 
reduced  if  the  pound  settles  down  at  the  new  parity. 

What  Will  Happen  to  Prices? 

Prices  of  imported  goods  may  rise  by  up  to  16.7  per 
cent,  but  of  course  most  of  what  we  consume  is  pro¬ 
duced  at  home — imports  are  said  to  account  for  only 
about  a  fifth.  The  Government’s  estimate  is  that  devalua¬ 
tion  by  itself  may  add  about  3  per  cent  to  the  retail 
price  index.  Devaluation  apart,  prices  rose  2  per  cent 
in  the  past  year  and  were  expected  to  rise  as  much  in 
1968.  (Financial  Times,  19.8.67).  The  total  rise  could 
therefore  be  5  per  cent  next  year. 

The  Government  has  said  that  “  no  price  should  rise 
as  a  result  of  devaluation  except  those  which  are  directly 
affected  by  import  costs.  We  intend  to  see  that  this  is 
made  effective”.  (Hansard,  22.11.67.)  The  Government 
does  not  intend,  however,  to  add  to  its  present  powers 
(which  allow  it  to  postpone  price  rises)  and  it  remains  to 
be  seen  how  well  the  PIB  machinery  will  work. 

How  Much  Will  Profits  Rise? 

The  Financial  Times  of  November  21st  made  the  fol¬ 
lowing  rough  estimate  for  1968.  The  profits  of  com¬ 
panies  engaged  in  the  export  trade  will  rise  by  about 
£320m.  The  profits  of  all  those  companies  producing 
goods  for  the  home  market  which  compete  with  imported 
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■  goods  will  also  rise.  This  is  because  the  prices  of  many 
of  these  imports,  whether  machinery  or  consumer  goods, 
I  will  go  up  and  this  will  create  opportunities  for  British 
manufacturers.  The  profits  from  this  import  substitution 
are  estimated  to  rise  by  £360m.  Companies  which  possess 
stocks  of  imported  raw  materials  will  also  make  a  once- 
f or- all  gain  from  the  rise  in  prices,  known  as  stock 

'  appreciation,  estimated  at  £120m.  The  rise  in  industrial 

i  output  which  will  be  stimulated  by  the  increase  in  exports 

I  and  by  import  substitution  will  probably  boost  profits  by 

another  £150m.  This  makes  a  grand  total  of  £950m. 
extra  profits. 

On  the  debit  side  there  will  be  the  loss  of  the  £100m. 
SET  premium  and  of  the  £100m.  export  rebate ;  and  the 
extra  cost  of  imported  raw  materials,  fuel  and  semi¬ 
manufactures,  the  prices  of  which  will  rise  through  de¬ 
valuation,  estimated  at  £340m.  There  will  also  be  the 
2i  per  cent  addition  to  the  corporation  tax  costing 
"  another  £42Ym.  Leaving  aside  the  stock  appreciation,  the 
Financial  Times  arrives  at  an  estimated  increase  in  trading 
j  profits  in  1968  of  £247^m.,  which  will  be  an  increase  of 
'  one-fifth  over  1967. 

In  addition,  all  those  companies  owning  factories, 
mines,  plantations  and  other  property  in  foreign  countries 
make  an  immediate  once-for-all  gain  from  devaluation 
!  because  the  sterling  value  of  their  assets  and  profits  has 
jumped  by  16.7  per  cent.  Thus  nearly  two  thirds  of  the 
profits  of  EMI  were  made  abroad  last  year  and  the 
'  company  expects  them  to  rise  by  nearly  £lm.  as  a  result 

•  of  devaluation  (Times,  23.11.67).  The  profits  of  British 
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American  Tobacco  will  be  boosted  by  15  per  cent,  of 
Unilever  by  10  per  cent  and  of  BP  by  8  per  cent,  from 
this  cause  alone  (Financial  Times,  21.11.67).  Nearly  all 
the  biggest  companies  in  the  country  derive  some  of  their 
profits  from  overseas  operations  and  therefore  stand  to 
benefit  from  this  windfall  gain.  Many  banks  and  in¬ 
surance  companies  also  have  extensive  foreign  assets. 

Furthermore,  all  those  individual  investors  who  own 
foreign  stocks  and  shares  will  participate  in  this  16.7  per 
cent  gain  in  the  value  of  their  property  and  of  their 
dividends.  The  total  holdings  by  British  residents  of 
foreign  stocks  and  shares  were  worth  about  £3, 200m.  at 
the  end  of  1966,  and  produced  dividends  of  £147m. 
Devaluation  raises  the  value  to  £3 ,734m.  and  the  divi¬ 
dends  to  £174m. 

Was  There  an  Immediate  Alternative  to  Devaluation? 

Once  the  run  on  the  pound  had  started,  could  the 
Government  have  done  anything  else?  Or  was  devalua¬ 
tion  inevitable? 

The  Government  considered  trying  to  raise  a  further 
massive  long-term  loan  but  rejected  this  not  only  because 
it  would  not  have  gone  to  the  root  of  the  problem  but 
because  “  it  would  almost  certainly  have  been  accom¬ 
panied  by  unacceptable  conditions  as  to  our  domestic 
policy”  (Hansard,  21.11.67).  Presumably  the  bankers 
would  have  insisted  on  further  squeeze,  cuts  and  unem¬ 
ployment. 

A  second  possible  course  of  action,  not  apparently 
considered  by  the  Government,  was  to  stop  all  further 
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speculative  selling  of  sterling  by  imposing  a  system  of 
strict  exchange  control  similar  to  the  system  we  had  during 
the  WcLT  and  for  some  years  afterwards,  which  would 
have  prevented  the  sale  of  sterling  balances  except  for 
purposes,  such  as  genuine  trading,  approved  by  the 
government.  It  would  have  aroused  the  fierce  opposition 
of  the  City  which  regards  the  right  to  move  one’s  money 
to  any  part  of  the  world  in  search  of  the  highest  profit 
as  the  essence  of  liberty.  But  it  would  have  provided  a 
breathing  space  for  the  government  to  work  out  an  alter¬ 
native  strategy  to  devaluation. 

It  may  be  argued  that  to  freeze  the  sterling  balances 
would  have  been  a  grave  breach  of  faith  with  all  those 
who  had  brought  their  money  to  London  on  the  assump¬ 
tion  that  they  could  take  it  out  again  at  short  notice. 
But  it  is  doubtful  whether  the  act  of  freezing  is  a  greater 
breach  of  faith  than  the  act  of  devaluation  which  irre¬ 
vocably  cuts  the  value  of  the  balances  by  14.3  per  cent. 

Was  There  an  Alternative  Strate^  to  Devaluation? 

The  elements  of  an  alternative  strategy  have  been 
widely  discussed.  Firstly,  there  is  the  proposal  to  make 
substantial  cuts  in  some  of  the  “  invisible  ”  items  of  the 
balance  of  payments,  such  as  overseas  military  spending 
and  the  export  of  capital.  Thus  the  TUC  at  its  annual 
conference  in  September  1967  urged  that  the  Govern¬ 
ment  should  “  drastically  reduce  military  expenditure  ” 
and  “effectively  control  the  import  and  export  of  capital” 
and  also  increase  its  efforts  with  regard  to  world  trade 
and  development ;  on  the  home  front  the  Government 
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should  maintain  full  employment,  and  limit  and  stabilise 
prices,  rents,  dividends  and  profits.  The  resolution  ended 
by  declaring  that  Congress  was  convinced  that  any  plan 
for  economic  progress  resulting  in  a  real  growth  of  wages 
and  salaries  could  only  be  achieved  by  an  extension  of 
public  ownership. 

An  alternative  strategy  on  these  lines,  safeguarding  the 
balance  of  payments  by  curtailing  some  of  the  invisible 
items,  could  have  enabled  the  economy  to  expand  on  the 
basis  of  full  employment,  and  the  rise  in  industrial  pro¬ 
duction  would  have  provided  the  conditions  for  a  growth 
in  productivity  which  in  turn  would  have  led  to  the 
required  increase  in  exports.  Devaluation,  and  the  check 
to  living  standards  it  entails,  would  not  have  been 
necessary. 

The  second  element  in  an  alternative  strategy  could 
have  been  the  imposition  of  selective  import  controls  in 
order  to  ensure  that,  once  the  expansion  of  the  economy 
was  under  way,  imports  of  manufactured  goods  would  not 
have  increased  faster  than  the  rate  of  increase  in  exports. 
The  Lombard  column  in  the  Financial  Times,  for  ex¬ 
ample,  has  repeatedly  argued  that  import  controls  are  an 
essential  part  of  a  strategy  of  economic  growth.  Accord¬ 
ing  to  Mr.  Crosland,  President  of  the  Board  of  Trade, 
the  Government  rejected  import  controls  because  they 
would  have  protected  uncompetitive  industry,  and  would 
have  been  inconsistent  with  membership  of  the  Common 
Market  and  wrecked  any  chance  of  negotiations  starting 
(Hansard,  21.11.67). 

Thirdly,  suggestions  have  been  made  for  a  reduction 
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in  the  large  sterling  balances,  possibly  by  selling  off  some 
of  our  very  large  overseas  assets.  Before  devaluation  the 
total  value  of  private  long-term  capital  invested  abroad 
by  British  companies  and  individuals  was  estimated  at 
£9, 600m.  at  the  end  of  1966  {Bank  of  England  Bulletin, 
September,  1967). 

Now  that  devaluation  has  been  carried  through,  various 
questions  arise. 


What  Would  the  Tories  Have  Done? 

j  The  question  of  what  the  Tories  would  have  done  is 

a  hard  one  to  answer.  In  the  2  days’  debate  on  devalua¬ 
tion  Tory  speakers  spent  far  more  time  blaming  “Socialist 
1  incompetence”  than  saying  what  they  would  do.  Mr. 

j  Heath,  in  his  broadcast  on  November  20th,  claimed  that 

1  “  over  the  whole  period  of  Conservative  Government 

I  Britain  more  than  paid  her  way  in  the  world  ”,  The 

j  Tories  were  out,  of  course,  before  their  famous  £780m. 

deficit  of  1964  was  published,  but  of  the  first  12  Tory  years 
there  was  a  deficit  in  six.  And  it  was  as  true  in  Selwyn 
Lloyd’s  time  as  now,  that  our  payments  were  only  in 
balance  when  production  was  stagnant. 

Tory  front-bench  speakers  apparently  agreed  that  they 
I  would  not  have  devalued,  but  could  not  be  got  to  say 

I  if  they  would  have  accepted  a  loan  with  strings.  Their 

I  main  remedies  were:  tax  reforms  to  increase  “  incen¬ 

tives  cuts  in  government  spending;  selectivity  in  social 
benefits;  and  “a  change  in  industrial  relations  and  in  the 
,  legal  basis  for  it”. 
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Is  There  Any  Danger  of  Another  Run  on  the  Pound? 

Devaluation  has  not  altered  the  international  banking 
role  of  the  City.  The  bulk  of  the  sterling  balances  still 
remain  in  London  and  Bank  Rate  has  been  fixed  at  the 
very  high  level  of  8  per  cent  (above  the  usual  crisis 
level  of  7  per  cent  which  has  never  been  exceeded  since 
the  war)  in  order  to  persuade  foreigners  to  leave  their 
money  in  London  and  to  attract  back  some  of  the  money 
which  left  the  City  in  the  weeks  preceding  devaluation. 
No  new  restrictions  have  been  imposed  on  the  freedom 
of  foreign  holders  of  sterling  to  withdraw  their  money 
from  London.  If  exports  do  not  rise  quickly  enough  and 
the  balance  of  payments  is  not  seen  to  be  moving  into 
surplus  in  1968-69,  another  speculative  attack  on  the 
pound  could  develop. 

In  order  to  strengthen  the  ability  of  the  Bank  of 
England  to  defend  the  new  exchange  rate  of  the  pound, 
the  Bank  has  been  granted  a  standby  credit  of  more  than 
$l,500m.  by  the  Central  Banks  of  the  major  industrial 
countries  and  $  1,400m.  from  the  IMF,  making  a  total  of 
$3,000m.  (£l,200m.).  The  Bank  of  England  will  be  able 
to  draw  on  those  credits  as  required.  Thus  the  need  to 
borrow  from  foreign  bankers  has  not  been  eliminated. 

Furthermore,  in  the  course  of  defending  the  old  ex¬ 
change  rate  of  the  pound  during  the  past  three  years 
Britain  has  borrowed  heavily  from  the  IMF  and  the 
burden  of  those  debts  has  been  increased  by  16.7  per 
cent  by  devaluation;  about  £l,000m.  has  to  be  repaid  by 
the  end  of  1972.  This  imposes  a  burden  on  the  balance 
of  payments,  at  the  rate  of  about  £275m.  a  year  begin¬ 
ning  in  mid-1968  (Times,  22.11.67). 
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Will  Devaluation  Mean  Growth? 


In  so  far  as  devaluation  together  w'ith  the  Govern¬ 
ment’s  deflation  package  do  succeed  in  shifting  resources 
from  consumption  into  exports,  then  industrial  produc¬ 
tion  is  likely  to  begin  to  increase  at  quite  a  good  rate, 
especially  as  the  rise  in  profits  will  stimulate  manufac¬ 
turers  to  invest  more  in  new  plant  and  machinery.  Mn 
Callaghan  has  forecast  a  growth  of  4  per  cent  in  national  i 
output.  1 

But  has  devaluation  ensured  a  continuation  of  this 
growth  without  any  further  risk  of  stop-go?  Apart  from 
the  fact  that  the  Government  wants  to  preserve  a  lj-2 
per  cent  margin  of  unemployment  (as  the  Prime  Minister 
said  on  November  22nd)  the  risk  of  a  run  on  the  pound, 
as  we  showed  above,  remains.  If  steady  expansion  with 
full  employment  without  risk  of  a  sudden  financial  crisis 
is  to  be  ensured,  then  it  seems  that  the  additional 
measures  suggested  by  the  TUC  are  still  needed  as  much 
as  they  were  before  devaluation. 

Moreover,  devaluation  does  nothing  in  itself  to  ensure 
that  the  far-reaching  changes  needed  in  the  structure  and 
management  of  British  industry  are  made ;  indeed,  the 
tendency  for  profits  to  increase  as  a  result  of  devaluation 
will  encourage  many  companies  to  continue  in  their  bad 
old  ways,  rather  than  stimulate  any  radical  change.  Yet 
nearly  every  industry  is  urgently  in  need  of  this.  If 
measures  of  state  intervention,  ranging  up  to  public 
ownership,  were  necessary  before  devaluation,  they  have 
become  even  more  essential  afterwards. 
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Trade  union  bodies  are  affiliated  to  the  Labour 
Research  Department.  Do  you  realise  the  advan¬ 
tages  which  affiliation  could  bring  to  your  organisa¬ 
tion? 

Affiliation  gives  you  the  right  to  ask  questions  on 
your  problems  and  get  them  answered.  For  over  50 
years  the  LRD  has  been  providing  this  special  service 
for  its  affiliated  organisations.  Last  year  it  answered 
nearly  1,000  enquiries. 

Affiliation  entitles  you  to  a  free  copy  of  Labour  Re¬ 
search  every  month  and  free  copies  of  certain  other 
pamphlets. 

Every  national  trade  union,  union  branch,  trades 
council  or  shop  stewards’  committee  should  affiliate 
to  the  LRD. 

Minimum  affiliation  fee  for  local  trade  union  bodies 
is  £2  a  year.  For  those  not  affiliated  the  annual 
subscription  to  Labour  Research  is  21s.  post  free. 
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